Accounting 131 – Summer 2005
Concepts and Competencies for Exam 3 and Chapter 11
Chapter 8

Important concepts and terminology

	Accounts receivable
	Allowance method
	Face value

	Notes receivable
	Aging of accounts receivable
	Concentration of credit risk

	Other receivables
	Cash (net) realizable value
	Receivables turnover ratio

	Bad debt expense
	Promissory note
	Average collection period

	Direct write-off method
	Maturity date
	Factor


Competencies

· Identify differences between direct write-off method and allowance method of accounting for bad debts

· Record (journal entries) estimated uncollectibles, write-off of uncollectible accounts and recovery of uncollectible accounts using the allowance method

· Compute interest on notes receivable

· Record (journal entries) notes receivable, interest on notes receivable and payment of notes receivable

· Identify business policies to manage accounts receivable

· Compute receivables management ratios: Receivables turnover, Average collection period

· Identify methods that companies can use to accelerate cash receipts from receivables

Chapter 9

Important concepts and terminology

	Plant assets
	Salvage value
	Return on assets ratio

	Capital expenditures
	Straight-line method
	Asset turnover ratio

	Revenue expenditures
	Declining-balance method
	Intangible assets

	Depreciation
	Units-of-activity method
	Amortization

	Book value
	Impairment
	Patent

	Useful life
	Accelerated depreciation
	Goodwill


Competencies

· Identify amounts to be included in the recorded cost of plant assets

· Compute and record depreciation on plant assets using the straight-line, double-declining balance or units-of-activity method

· Compute and record straight-line depreciation on plant assets for partial periods

· Compute and record depreciation on plants assets, adjusting for the effects of a change in estimated useful life or salvage value

· Record disposals of plant assets

· Compute plant asset analysis ratios: Asset turnover, Return on assets
· Identify intangible assets and record amortization of cost of intangibles

Chapter 10

Important concepts and terminology

	Current liability
	Face value
	Times interest earned ratio

	Note payable
	Contractual (stated) interest rate
	Contingency

	Market interest rate
	Discount
	Operating lease

	Long-term liability
	Premium
	Capital lease

	Bond
	Amortization
	Off-balance sheet financing


Competencies

· Record transaction and adjusting entries for current liabilities, including short-term notes, unearned revenues, sales tax and payroll taxes payable

· Identify and correctly classify the current portion of long-term debt

· Compute liquidity ratios: Working capital, Current ratio

· Identify types of bonds and reasons that corporations issue bonds

· Identify terms of bond issues that determine amounts paid by issuing company

· Identify situations in which bonds will sell at a premium or a discount

· Record issuance of bonds and periodic interest payments and adjusting entries required to account for bonds, including straight-line amortization of premium or discount

· Record retirement (redemption) of bonds prior to scheduled maturity date

· Compute solvency ratios: Debt to total assets, Times interest earned

· Identify contingencies and the circumstances under which contingencies are accrued as liabilities

Chapter 11

Important concepts and terminology

	Corporation
	Paid-in capital
	Cumulative

	Limited liability
	Authorized shares
	Dividends in arrears

	Common stock
	Issued shares
	Declaration, record, payment dates

	Preferred stock
	Outstanding shares
	Stock dividend

	Par value
	Treasury stock
	Stock split

	Retained earnings
	Payout ratio
	Return on common stockholder equity

	Deficit
	Price-earnings ratio
	

	Stock dividend
	Earnings per share
	


Competencies

· Identify characteristics of corporations

· Record issuance of par value and no-par common stock

· Identify characteristics of treasury stock

· Record purchase of treasury stock

· Identify number of shares authorized, issued and outstanding

· Identify characteristics of preferred stock

· Compute dividends paid to preferred stockholders, depending on whether the preferred stock is cumulative or noncumulative

· Record declaration and payment of cash dividends

· Record declaration and distribution of small stock dividends

· Identify characteristics of a stock split in comparison with a stock dividend

· Compute dividend Payout ratio

· Compute performance ratios: Earnings per share, Price-earnings ratio, Return on common stockholders’ equity

